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EDITORIAL NOTE 


Subscriptions to the BULLETIN should be sent to Basil Blackwell, 
49 Broad Street, Oxford ; the cost of each issue is 1s., and of a yearly 
subscription (three-weekly issues) 15s. 

The views and recommendations put forward in signed articles 
are those of the respective authors, and not necessarily those of the 
Institute of Statistics or of the Editor of the BULLETIN. 


THE WHITE PAPER ON INDUSTRIAL AND LABOUR 
POLICY 


A. Prices AND WAGES 
DIAGNOSIS WITHOUT REMEDY 


The Government have issued a statement on Wage and Price 
Policy, which has drawn an immediate rejoinder from the T.U.C., 
showing reluctance to accept the line of policy implied in the 
Government statement. 

Yet few will quarrel with the diagnosis of the White Paper. 
There are not enough consumers’ goods to meet the existing 
demand. Prices of consumers’ goods are bound, therefore, to rise. 
Increased money wages would add both to costs and to purchasing 
power for consumers’ goods and accelerate the existing tendencies 
for prices to rise. This diagnosis is, I think, accepted by Trade 
Unions, employers and the Government alike. Trouble and dis- 
agreement creep in when remedies are considered against the in- 
flation which has developed in the past and is still proceeding. 
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Direct taxation, rationing of some foods and of clothing in con- 
junction with efforts at price stabilization have not skimmed off the 
excess of spendable income over the supply of consumers’ goods at 
current prices. The Government resorts now to ‘admonition’ by 
making it ‘incumbent on employer and trade union to do their best 
to prevent the costs of production from rising, from whatever cause.’ 
Experience in the last war and in this war has shown that to shift 
on to the parties concerned the responsibility for keeping down the 
level of costs is asking for the impossible and placing the responsi- 
bility and direction of the economy on the wrong shoulders. It is 
the duty of the state to shape economic policy in a way which dis- 
tributes the inevitable sacrifices fairly among the various sections of 
the community and eliminates the dangers of inflation. Undefined 
promises to secure efficiency of management in the war effort and 
vague appeals for the maintenance of workers’ and employers’ 
remuneration at a reasonable level through ‘improvements in the 
efficiency of production by the joint effort of employers and work- 
people,’ and the equally general promise to keep intact the volun- 
tary bargaining machinery for wage adjustment, especially for low 
paid workers and up-grading, will not cut the Gordian Knot. 


BREAKING THE VICIOUS SPIRAL THROUGH GENERAL RATIONING 


There is an excess of spendable incomes over the supply of con- 
sumers’ goods at current prices.! The inflationary gap exists now 
and it is widely realized that taxation and piecemeal rationing have 
not closed the gap and subsidies only tend to widen it. 

Even if the Government were to peg money wage rates at the 
present level, prices would tend to rise further until the value of the 
inelastic supply of consumers’ goods would be equal to the total of 
spendable incomes. By definition there would be no further 
increase in demand owing to an increase in money wage rates. 
Other things? being equal the main result of this policy would be a 
reduction in real wage rates corresponding to the increase in prices. 
And the White Paper seems to suggest that this sacrifice must be 
borne by the working class to rid the economy, once and for all, of 
the scourge of inflation. 

It is, however, by no means certain and, indeed, unlikely that 
the prices will not begin to rise again in spite of the ‘wage stop’. Any 
reduction in consumable supplies (resulting for instance from a fall 
in productivity due to the decline in real wages, or from shipping 
difficulties and enemy action), or any increase in demand (on 
account, e.g., of increased employment or of a decreased propensity 
to save), will create a new ‘inflationary gap’ and will set prices rising 
again. Money wage rates being constant, this will send down real 
wage rates correspondingly. Clearly, this method of breaking the 
vicious spiral by repeated reductions in real wage rates operates 

? More precisely: The characteristic of inflation is the rise in the price of con- 


sumers’ goods in relation to the relevant costs of labour and raw materials. 
* Fspecially subsidies for price stabilization purposes and saving habits. 
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mainly and unfairly at the expense of the wage-earners. A rise in 
money wage rates would undoubtedly accelerate the inflationary 
tendency, but it is evident that the White Paper puts the cart before 
the horse by arguing that stabilization of wages must precede the 
stabilization of prices (if the above argument is correct that prices 
will tend to rise for various reasons even after the introduction of a 
wage stop). The opposite strategy will break the vicious spiral. The 
primary consideration should be to close the inflationary gap which 
exists now i.e., at the present level of wages and of other incomes. 
Once the existing discrepancy between consumers’ demand and the 
supply of consumers’ goods (reckoned at cost plus normal profit) has 
been removed, the drift of the price level will be halted and wage 
questions will again become manageable. Price stabilization must 
be the first step in breaking the spiral ; the ‘viciousness’ of wage 
adjustments will disappear as a result. 

The first question is thus how to skim off the excess of spendable 
income which leads to rising prices and/or depletion of stocks and 
inequitable distribution. The theoretical and rational answer is 
comprehensive rationing of consumers’ goods,! or limitation of 
expenditure? in such a way as to adjust the spendable portion of 
incomes to the forthcoming supplies.* There is no third way equally 
democratic and equitable and equally safe, which would prevent the 
upward surge of prices (at the present level of wages). Both forms of 
rationing require more administration than the present system. 
This is the price to be paid for dispensing with the market forces 
which create inflation. As a method of achieving a fair distribution 
of scarce goods in war it should appeal to wage earner and employer 
alike, and should be acceptable to the majority of the community. 


THe TRADE UNION ATTITUDE 
The T.U.C. reply to the White Paper insists on the traditional 
union right of bargaining, rejects wage control and wage stabiliza- 
tion from above but offers no remedy against inflation except a 
renewed appeal for voluntary saving which is notoriously inade- 
quate to meet the danger of the situation. 
Money wages lag behind prices in periods of inflation. To what- 
ever level money wages are driven they will not catch up prices 
and in this race real wages are likely to shrink as the momentum of 
the vicious spiral increases.* ; ; 
Bargaining for money wages is not a policy which necessarily 
benefits the worker under war conditions, or to put it more generally 
under conditions of overemployment. The bargaining machinery 
was designed in and for periods of chronic underemployment and 
had seldom to face the situation of overemployment and inelastic 
1 What is Inflation? by M. Kalecki, BuLtetin, Volume 3, No. 8. 
2 General Rationing, by M. Kalecki, BULLETIN, Volume 3, No. 1. : 
’ 8 At prices, corresponding to the normal relation between price and prime costs. 

41If-the T.U.C. support their statement by quoting experiences of the last war, 
the fall in real wages in spite of rising money wages during that period should not 
escape their attention. 
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supply of consumers’ goods. To this new situation the trade union 
‘leaders reply in the routine code of their institution instead of 
adapting their policy to the new requirements. If it is their duty to 
improve the standard of living of workers; and if the traditional 
methods of bargaining do not achieve this end (and they do not 
improve or even maintain real wages under war conditions) new 
techniques must be developed. 

The fundamental fact is that the total supply of consumers’ goods 
cannot be increased. Any rise in incomes will raise the price of the 
cake but will not make it bigger. In order to share out the cake 
fairly the volume and distribution of money incomes must be dis- 
carded as a principle of distribution and must be replaced by the 
principle of equitable general rationing. Rationing by limitation of 
expenditure will assure not only equalization of rationed demand 
and total supply but also a fairer distribution of unaugmentable 
supplies. If no one is allowed to spend more than a certain maxi- 
mum sum (defined in quantity and/or value) on consumers’ goods it 
is likely that the share of the wage earner in the total will increase 
and thus bring about the relative improvement in the standard of 
living which variations of money wages fail to bring. As far as the 
standard of living is concerned bargaining of trade unions must, 
therefore, be directed towards general and fair rationing. 


BARGAINING—FOR WHAT ? 


But that is not the whole story. To aim at general rationing is a 
method of securing a fair share for labour in the current supply of 
consumers’ goods. At the same time it re-opens the road for true 
bargaining. It stops inflation and hence all requests for higher wages 
based on the argument of higher costs of living. Claims for higher 
wages on other grounds remain the legitimate field of trade union 
action. Under a system of general rationing such wage adjustments 
as may be necessary for reasons other than changes in the cost of 
living, may be conceded without fear of re-starting the vicious 
spiral. Such additional money wages will not appear as denfand on 
the consumers’ goods market but will inevitably be diverted into 
savings, because general rationing makes it impossible to spend 
additional income on consumption goods. Bargaining for higher 
wages will then become a bargaining for a higher share in national 
savings and hence in the national debt. Or to put the same thing 
in a different way, it will be bargaining for a higher share in future 
consumption. 

A trade union policy caring for the interest of the working 
population—and incidentally of the community as a whole—would, 
therefore, travel along a double track : (i) press for general rationing 
in order to eliminate’ the danger of inflation and to secure a fair 
share of workers’ in current (strictly limited) consumption and (ii) 
bargain for reasonable adjustments in wages to secure a fair share 
in the national debt and hence in deferred consumption. 

The apprehension of trade union leaders lest the policy outlined 
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in the White Paper should be used to freeze the present wage 
structure is a real one. The process of wage adjustments in the last 
two or three years has developed at unequal rates under the impact 
of ‘controlled’ inflation, changes in demand and in trade union 
strength. The process of adjustment between. different industries 
and occupations necessitated by changes in demands for various 
categories of products and labour is by no means complete. The 
present structure represents a fluid and transitional state rather 
than an equilibrium which could be stabilized. A wage stop decreed 
from above would tend to do more harm than good by preventing 
all those adjustments which, via the money incentive, would increase 
the war effort, and would do injustice to the present and future 
claims of workers on the national income. The traditional machin- 
ery of voluntary bargaining, Which has worked satisfactorily in the 
past, should prove very valuable in facilitating the inevitable adjust- 
ments in wage differentials once the danger of inflation has been 
removed by general rationing of one form or another. 


EFFICIENCY AND Co-OPpERATION. 


The second problem which the White Paper emphasizes is that of 
keeping costs low and output high by promoting efficiency and indust- 
rialharmony. Here againit isnot enough tocall upon ‘managements 
to eliminate waste and to see that the organization of work is such as 
to make the most effective and economic use of plant capacity.’ 
Available information from official and unofficial sources tends to 
show that the efficiency of firms depends partly on the steady flow 
of orders and supplies, which is a responsibility of Government 
departments, partly on the form and structure of industrial organiza- 
tion and its dovetailing with the administrative machinery, partly on 
individual managerial skill and adaptability and, last but not least, 
on the full co-operation of all the factors concerned. The Govern- 
ment’s production policy has recently come up for discussion in 
Parliament and the debates referred also to the rationalization of 
industrial organization. We shall therefore disregard these two 
aspects of the problem here. 


EFFICIENCY OF MANAGEMENT 


The main fact which emerges from the discussions about the 
efficiency and adaptability of managements seems to be that there 
are efficient and inefficient managers. There are those with tech- 
nical and organizational skill and those who lack versatility; there 
are those who handle labour problems with understanding for men 
and women workers and obtain the co-operation of their organiza- 
tions and members and those who do not; there are those who try to 
keep costs down as against those who, by exploiting the urgency of 
Government demand, do not bother about costs and look mainly 
for profits. To obtain the most effective and economic use of the 


1 See, for suggestions, the leading article of The Tim-s, July 25th, 1941; and 
various articles in previous numbers of this BULLETIN. 
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country’s resources it is important to give scope to good managers 
and to remove inefficient and non-co-operative managers. 

The normal selection process of securing the best managers for a 
job through competitive elimination does not operate in war-time 
at all, and operates even in normal times only in the long run and on 
the average.’ For the short or medium run of the war, where com- 
petition is almost non-operative, it must be replaced by official 
elimination or transfer of managers with subnormal abilities. There 
is nothing radical or unusual in this proposal. Such powers have 
been given to War Agricultural Committees against bad farming; 
manufacturers have always claimed the right to dismiss inefficient 
workers; they in turn should be subject to the same control and, if 
an independent body similar to the War Agricultural Committee 
finds that they do not handle thetr capital and labour, the two 
factors of production which are the sinews of war, with that mini- 
mum of skill which must be expected of them, they must be replace- 
able after due warning. 

Recognizing this fact, the Government have recently taken power 
to dismiss inefficient managers, and to take over badly managed 
firms. This authorization has not yet been publicly implemented 
by provision of the proper machinery. Rationalization Councils 
composed of disinterested production experts and attached to the 
Supply departments should be established within each industry 
with a view to tracing inefficiencies and frictions and to displacing, 
if necessary, Managers who prevent for one reason or another the 
best use of the real resources entrusted to them. By comparing the 
activities of various firms within the industry, by reports from other 
managers, or from the employees and workers of the firm, they 
would receive sufficient information to decidé what action they 
should take to improve a firm’s contribution to the war effort. 
Moreover, the underlying principle of separation of ownership and 
control of the use of factors of production and the implied limitation 
of managerial right, may also be instrumental in bringing about a 
regrouping of managerial fields within the various industries 
according to war needs. It has been said very often that the 
industry and not the firm is the real unit in war-time industrial 
organization; measured against war-time needs managerial skill 
and property boundaries are distributed in a haphazard way. 
Proper adjustments through pooling of factories and managers 
might contribute considerably to the desired increase in efficiency 
and hence towards keeping costs of production low. 


MACHINERY FOR CO-OPERATION 


At the same time workers will have to play a part in promoting 
efficiency not only of firms and managements but also in their own 
ranks. If the spirit of co-operation rather than that of compulsion 
or semi-compulsion (partly present in the Essential Works Order) is 


? For the question of cost control and efficiency compare Economic Incentive and 
Efficiency in War Industry, by J. Steindl, BuLLetIN, Volume 3, No. 8. 
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to be the guiding principle of policy, channels should be provided 
through which this co-operation can develop. Instead of postulating 
it as a moral principle, it should be embodied in social institutions 
which would focus the issues arising out of the social process of 
production. Any steps in this direction would have to respect the 
services rendered by existing institutions, such as trade unions and 
shop stewards, and would have to take into account the experience 
made with similar attempts in the last war, when at the recommend- 
ation of the Whitley Committee ‘Joint Industrial Councils’ were 
set up ‘to promote industrial peace and progress.” The Whitley 
scheme did not come up to expectations and was limited in applica- 
tion. Its relative failure was partly due to the lack of co-ordination 
between trade union functions and Joint Councils. This could be 
remedied by calling upon the trade unions to devise (in consulta- 
tion with the Government) a scheme which would foster the war 
effort and safeguard their interests. They might, for instance, 
consider setting up Factory Advisory Committees to discuss with 
managements reasons for and remedies against inefficiencies, 
frictions and dissatisfaction felt by either side. The scope of their 
discussion could include all questions affecting the war effort, 
whether they are questions of personnel, conditions of work and 
leisure, or efficiency of organization, workers and management. 
These Committees could be made obligatory for factories above a 
certain size with the proviso, that where trade unions exist in an 
industry they should have the option of selecting the workers repre- 
sentatives and that the Committees would refrain from playing a 
part in fixing and readjusting wages if they were or can be fixed by 
trade unions in the industry. They would be adjuncts of trade 
unions, where unions already exist, and provide proper machinery 
where unions do not exist, but might become organized after experi- 
ence with Factory Committees. To give the Committees the option 
to call in (in serious cases) persons acting as ‘delegates’ of various 
Labour and Supply Departments might be particularly useful in 
war time. To bring in this third party could serve the double 
purpose of providing expert and disinterested advice and informa- 
tion and of keeping the Government in touch with the pulse of 
human relations in industry, more especially by reporting to the 
respective departments issues which cannot be settled within the 
framework of factory and regional or sectional Committees. It 
would seem to be useful, also, in order to obtain a comparison of the 
experiences and experiments in various firms and to have under 
constant review causes of frictions in the flow of production and in 
the human and social relations in a factory or industry and serious 
cases of slackness and inefficiency. These proposals—they are 
not more—may be impracticable or impolitic. But the task of order- 
ing the human and psychological side of production is not less 
important than the need for ‘production experts’ and efficient 
organization, recently outlined in a principal article in The Times.+ 


: 1 July 25th, 1941. 
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There is ample scope for improvements in industrial organization 
and administrative technique but no efficient manager, trade union 
official or student of industrial and social questions will deny the 
fact that, given a proper organization of production, efficiency will 
depend on the human factor, i.e., on the full co-operation of men 
and women in the complete process of producing munitions and 
civilian goods under the strain of war. 


SUMMARY 

We may summarize as follows the main conclusions arising from 
this discussion of the White Paper: 

(1) The drift of inflation can be stopped by general rationing. 
Wage increases are the result rather than the cause of inflation. A 
pegging of wages by the State would impair the war effort and would 
not stop a further rise in prices in the near future. 

(2) The democratic machinery for settling labour questions could 
be fully maintained, if the principle of general rationing were 
accepted. Bargaining would be for a fair share in the present—more 
or less fixed—supply of consumers’ goods by strictly designed ration- 
ing and for a fair share in national savings which Mr. Keynes has 
termed ‘deferred consumption.’ 

(3) To secure the best managers for the real resources of the 
country ‘Rationalization Councils’ could be set up to transfer 
wasteful or non-co-operative managers to other employment and to 
give scope to good managers irrespective of property or other 
established privileges. 

(4) In order to avoid an extension of ‘methods of compulsion, 
considerations should be given to obtain the fullest co-operation of 
labour in the war effort through suitable organizations agreed upon 
by trade unions and the Government. They might stand a greater 
chance of success than similar attempts in 1917-18 if the unsettling 
effects of the vicious spiral which made a rational solution of labour 
questions impossible in the last war and up till now in this war, are 
broken by general rationing. Once this fundamental issue of our 
war economic order has been settled, all other labour questions will 
become manageable and can be solved in a democratic way by 
consent. 

F, BuRCHARDT. 


THE TREND OF WAGES 


There has recently been considerable discussion of the need for 
wage control in order to prevent the ‘vicious spiral’ of rising wages 
and prices, and reference has frequently been made to the con- 
siderable increase in wages which has taken place since the begin- 
ning of the war. In this article, estimates are given of the changes in 
wages during the past three years and compared with the rise in the 
cost of living. It should be emphasized, however, that the figures 
given below do not claim any high degree of precision. 
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THE RIsE IN WAGEs 


There is, unfortunately, no precise information about the 
changes, since the beginning of the war, either in aggregate wages or 
in other incomes. The Government White Paper,! issued in April 
1941, in conjunction with the Budget, gives estimates of total wages 
in 1938 and 1940, which show a very considerable rise over this 
period. But this is partly accounted for by the large increase in 
payments to the armed forces, which are included in wages; if this 
factor is eliminated, it appears that wages in industry increased 
between 1938 and 1940 by 24 per cent.?. The total number of workers 
employed has apparently shown little change over this period, so 
that this figure would also represent approximately the change in 
average earnings. A similar result is obtained from the Ministry of 
Labour’s enquiries into earnings in October 1938 and July 1940, 
from which it is estimated? that the average increase in earnings, 
between these two dates, was about 25 per cent; a higher figure 
being expected for the latter period since wages were higher in 
July 1940 than the average for the year. We compare, below, the 
increases in the four main constituents of the National Income 
between 1938 and 1940, the figures being taken from the White 
Paper. 


EsTIMATED INCREASE BETWEEN 1938 AND 1940. 


Profits and Interest (before deduction of National Defence le 

Contribution and Excess Profits Tax) ae a 28.5 
Wages, excluding payments to the Armed Forces ee 23.6 
Salaries woe pi bed ars eee os aoe 15.8 
Rents , ae ex > ae Rr yy 5.1 


There is no estimate of the changes in any of these items since 
1940. In June 1941, Professor Bowley’s index of wage rates was 9 
per cent higher than the average level of 1940. If less overtime is 
generally being worked now than in 1940, it is possible that earnings 
might have risen less than wage rates. Assuming, however, that there 
was a similar change in both wage rates and earnings, it would 
appear that average earnings of workers have increased by about 35 
per cent‘ over the 1938 average; over the same period the official 
cost of living index has risen by 31 per cent (if seasonal variation is 
eliminated), which would indicate a rise in real earnings of about 
3 per cent. This figure, however, has to be modified (as explained 
below) if the cost of living is adjusted to war conditions. 


1 An Analysis of the Sources of the War Finance and an Estimate of the National 


I d Expenditure in 1938 and 1940. Cmd. 6261. 
CEM. Kalecki, The Share of Wages in the National Income, BULLETIN, Volume 3, 


No. 9. ; 

3 Cf. A. L. Bowley, Earnings, 1938 and 1940. BuLLeTIN, Volume 2, No. 11. 

« Our assumption suggests that the increase may have been less than this; and 
we may, therefore, regard this as a favourable estimate. On the other hand, 
employment may have shifted, slightly, in favour of the better paid occupations. 
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Average hourly earnings? will, of course, have risen less than 
total earnings, since longer hours are now generally being worked. 
The average length of the working day including overtime and 
Sunday work, is estimated to have increased by approximately 10 
or 11 per cent.? since 1938, so that average hourly earnings have pro- 
bably increased by about 22 per cent. The increase in the number of 
hours worked, if these figures are correct, must have been very con- 
siderable. 

Wage-control, as a method of checking the ‘vicious spiral’, 
involves a number of difficulties. Workers are bound to expect some 
compensation for the longer hours, the higher cost of living and the 
increased strain of war conditions. And it is even important that 
high wages should be maintained in certain industries as an 
incentive to increased production—which, indeed, is recognized by 
Mr. Bevin.? It should, on the other hand, be possible to effect some 
economy by reducing the amount of overtime which is being 
worked and this is a step which has been recommended by the 
Select Committee on National Expenditure.® 


Tue Cost or LIvING 


The Ministry of Labour Cost of Living Index, on which estimates 
of real wages are generally based, has been criticised on a number of 
counts. It is sometimes argued, for instance, that the weights used 
in the present index, which are based on a budget enquiry made in 
1904, had become out of date even before the beginning of the war. 
In fact, if the index is recalculated on the basis of the Ministry of 
Labour’s budget enquiry in 1937-8, the result differs only very 
slightly from the existing index. The indices for November goth, 
1940, taking industrial and agricultural households separately, are 
as follows : 


1 i.e. total earnings divided by the number of hours worked. This is not, of 
course, the same as the (normal) wage rate, since it allows for overtime which is 
paid at higher rates. 

2 This figure is very rough and is based on estimates made by Mr. Kalecki in 
previous issues of the BULLETIN and other information. 

3 This is about the same as the increase in wage-rates, Professor Bowley’s index, 
in June 1941, being 22.3 per cent above the average level of 1938. It would appear 
from these figures that the effect of overtime on the average rate of pay has been 
offset by the additional employment of female and juvenile labour. 

4 Cf. his speech to Building workers on July 6th, 1941: ‘Our airfields and factor- 
ies are behind. I don’t care how much you earn so long as you give us the output 
and the goods.’ (Report in Manchester Guardian, 7.7.41.) This statement was again 
fees by Mr. Bevin in the recent debate on production. (See The Times of 
30.7.41. ; 

° Cf. the Third Report (1940-41) § 25. ‘It was conclusively proved that abnorma 
overtime in the last war increased costs out of all proportion to the increase in 
production, and they (the Committee) are of the opinion that it is having the same 
effect now.’ Also the Sixth Report (1940) § 17. ‘While it is true that an intensive 
effort of this kind over a short period will produce a large increase in production 
it must be remembered that such an effort can only be sustained for a limited 
period, without having gravely adverse effects on total output.’ 
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InpEx oF Cosr oF Livinc at NovEMBER 30TH, 1940 
(JULY 1914=100) 


Official Index of Indices obtained from Budget 
Ministry of Labour Enquiry of 1937-81 
Industrial Agricultural 
195 198.6 194.5 


The differences, over a period of 26 years, which amount to only 
1.8 per cent for industrial households, and 0.2 per cent for agri- 
cultural households, confirm our expectation that a change in 
weights, unless it is very considerable, is unlikely to have much 
effect on the final average. 

More serious discrepancies arise when we consider the changes 
brought about by the war. Here there are two main factors to be 
taken into account: (i) the changed distribution of expenditure and 
(ii) the effects of rationing. As regards the first factor, we have no 
very reliable information about the changes in consumption since 
the beginning of the war. The Budget enquiries carried out by this 
Institute are based on a very small sample, and although they may 
safely be used to give a rough indication of the proportion of total 
outlay spent on the different commodities, nearly all the budgets 
come from households which belong to lower income groups than 
the average of all working class families, and the rise in the cost of 
living has apparently been less for the poorer households. An index 
of the cost of living, based on the average expenditure given in the 
Budgets of October 1940, would show an increase between Septem- 
ber Ist, 1939, and October 1940 of 18.2 per cent (for the Budgets 
in the Lower Quartile group, the increase is 17.5 per cent; for the 
Upper Quartile group it is 19.2 per cent), compared with the official 
figure of 22.9 per cent. There may also be a possible source of error 
in the prices used by the Ministry of Labour, since the cheaper 
brands of some commodities (e.g. butter, bacon and tea) are now no 
longer available. This would tend to hit the poorer families more 
than others.? ' 

But the more important discrepancies, for which it is difficult 
to make any numerical estimate, arise from the conditions of ration- 
ing. The cost of living between any two dates may be defined as the 
ratio of expenditure which yields equivalent satisfaction at the two 
dates. The figures given above, based on our war-time Budget 


1 For the expenditure on ‘Sundries’, given in the 1937-8 Budgets, we have taken 
only the items for which average prices are given by the Ministry of Labour. This 
seems the most reasonable procedure to adopt, since we have no reason to assume 
that the prices of the remaining items (a very miscellaneous group) have risen to 
the same extent as the group of sundries included in the present index. This 
accounts for the differences between the figures given above and those published 
previously. (Cf. BULLETIN, Volume 3, Nos. 2 and 3.) ; ; 

2 Cf Fourth Report (1940) from the Select Committee on National Expenditure, 
§ 71. The Committee has also suggested (Fourth Report, 1940-1, p. 47) that the 
index might be revised on the basis of essential price-controlled goods (the so- 
called ‘iron ration’). But this would make the index much too stable and therefore 
meaningless. 
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enquiries, show the cost of buying the present Budget? compared 
with what it would have cost to buy the same Budget at the begin- 
ning of the war. The latter, however, could have been used to buy a 
collection of goods which would have been much preferred to the 
goods which are bought at present, since, without the restrictions of 
rationing, this expenditure would have been distributed very differ- 
ently. Therefore, an equivalent standard of living would have cost 
less than this in the pre-war period. And the current index, whether 
it is computed on the basis of present Budgets or of pre-war Budgets, 
gives a lower limit to the real increase in the cost of living: how much 
lower cannot be precisely estimated; but the difference, at present, 
is probably in the neighbourhood of 5-7 per cent.? 

This argument does not imply that we should try to maintain 
the pre-war standard of living in wartime. We are only concerned, 
here, to estimate as precisely as possible the rise in the cost of living. 

We may assume, therefore, that the official index should be 
raised by 5 per cent to allow for these two factors. There have also 
been changes in the quality of many articles, but these are difficult 
to estimate and so are left out of account. 


CONCLUSIONS 


Average money earnings were estimated above to have risen by 
35 per cent between 1938 and June 1941. The rise in the cost of 
living we take to be 374 per cent (instead of the official figure of 31 
per cent), giving a fall in real wages (earnings) of about 2 per cent. 
Average hourly earnings, in real terms, have fallen, on this estimate, 
by 11 per cent.* Thus the rise in wages, since the beginning of the 
war, does not seem quite as excessive as is sometimes supposed. 
These figures, of course, are only approximate but they probably 
give a fair estimate of the changes involved. 

J. L. NicHotson. 


THE TWO-STAMP-PLAN, A NEW METHOD OF 
DISTRIBUTION 


Eight years have passed since, in the framework of the sweeping 
New Deal legislation, a law was passed in the U.S.A. which enabled 
the Agricultural Adjustment Administration (A.A.A.) to pay, out 
of processing taxes, compensation to farmers who submitted to the 
regulation of production by the Federal Government. By restricted 
production the New Deal intended to adjust supply to effective 


? Or rather the Budget bought in October 1940. 
: A method which was been devised by Mr. N. Keldor gives a similar result. 
These figures refer to the period since 1938. Real wage rates showed little change 
between 1938 and the outbreak of war, but we do not know the corresponding 
changes in earnings. 
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demand and thus avoid the accumulation of commodity sur- 
pluses. The Act was, however, abolished in January 1936 by a 
6 : 3 vote of the Supreme Court which declared the processing 
taxes to be unconstitutional. The U.S.A. Government was 
indicted of having infringed the rights of the individual States 
which, sovereign in their territories, were alone responsible for the 
agricultural policy to be pursued.1 Thus this great attempt at 
organized agricultural production was defeated because it involved 
the bigger and still undecided issue of States’ authority against the 
Federal Government. = 

The regulation of production having failed, another scheme for 
the disposal of surpluses was tried out with a certain measure of 
success. When commodity markets weakened under the pressure of 
supplies for which no sufficient demand was forthcoming, agricul- 
tural surplus products were bought by the Government and sent to 
relief agencies for distribution to relief clients. This scheme was 
opposed, especially in derelict areas, by tradesmen whose turnover 
decreased in proportion to the relief deliveries by the State. 

In 1939, a new scheme was put into operation, this time based on 
the principle of adjusting demand to supply. The gap between 
potential and effective demand was to be bridged by selling surplus 
products to people who otherwise would not be able to buy these 
goods. The scheme, known as the Food Stamp Plan, or Two Stamp 
Plan, was in May 1939, begun experimentally in one town, Roches- 
ter, and has since become one of the most successful economic 
experiments carried out by the New Deal Administration, expand- 
ing so rapidly that it is expected to reach soon 4—5 million customers. 
Extending to 14 areas only, in November 1939, it had, in the spring 
of 1941, spread to 250 areas, including Greater New York where it 
was inaugurated on March Ist, 1941. 

The Two Stamp Plan allows special categories of people on relief 
or in need of assistance to purchase, at local relief district stations, 
books containing from 8 to 56 orange-coloured stamps worth 25 
cents each. These orange stamps entitle the holder to buy any food 
from any grocer, butcher or dairyman taking part in the scheme. 
For every $1.0 worth of orange stamps the buyer receives free, in ad- 
dition, 50 cents worth of blue stamps. The weekly minimum of 
orange stamps to be bought by one person has been fixed at 
approximately $1.0, an amount which is taken to represent the 
average weekly expenditure of poorer families on food. According to 
research of the Department of Agriculture about 20 million people 
spend 5 cents a meal only. $1.50 per family have been allowed as 
the upper limit for the purchase of orange stamps. The free blue 
stamps can be used only for the purchase of commodities on the 
Government surplus list. Mainly relief recipients with cooking 
facilities are qualified for the purchase of stamps and receive the 
authorization by mail. Those retailers who have applied to the 
Surplus Marketing Administration (S.M.A.) for participation in 

1 See E. A. Radice, Fundamental Issues in the United States, Oxford 1936. 
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the scheme—over 200,000 retail food stores in peverty stricken 
districts are, at present, taking part—accept both the orange and 
blue stamps instead of cash and recejve from the Government, 
directly or through the wholesaler, their full value redeemed.* 

The Government raises the sums required for this purpose partly 
by using 3o per cent of all customs receipts as provided by tariff 
laws, obtaining in this way about $100,000,000 a year, and, if 
necessary, by additional grants. From May 1939 until May 1941, 
some $80,000,000 of surplus foods were bought with blue stamps. 
In September 1940 more than 2,000,000 relief recipients used $4.6 
million worth of blue stamps while in January 1941 3,000,000 
recipients spent $7.0 million on surplus products, equalling a yearly 
expenditure of $28 per person and a total expenditure of $84 
million. 


TABLE I 
Sale of Surplus Products and inc.ease in family expenditure resulting from 
the Scheme. 
Quantities in 
Percent- million Ib. - | Total Production 
Efte dis | pea a 
crease in 
family 
Product expend. 
due to 
the 
scheme 
Fruit vee 14.0 
Potatoes 
Dry Beans 12.0 
Other Vegetables 
Eggs HE 13.0 
Butter te 14.0 
Flour 6 
Other Cereals } See 
Lard A 6.0 
Pork nie 25.0 


* Sold in February 1941: 7.2 mill. lb. of apples, 1.2 million Ib. of dried prunes, 
1 million Ib. of raisins, 6.1 million grape fruits, 2.1 million dozen oranges. 
+ million doz. 


Not more than 25 per cent of total funds are to be spent on any one 
surplus commodity. In the period December 1939—January 1940, 


} The surplus is to be measured not by physical units but by economic stand- 
ards based on prices. Thus surplus means that quantity of an agricultural product 
which if sold on the market would lower prices under a level remunerative to 
producers. The surplus, therefore, increases or decreases correspondingly with the 
fall or rise of the remunerative or ‘parity’ price. A price is considered remunerative 
if the purchasing power obtained by the agricultural producer by selling a cer- 
tain quantity of his crops enables him to buy the same amount of goods as in the 


base period August 1909—July 1914. Changes in interest-, tax- and freight-rates 
are-also to be taken into account. 
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34 per cent of the funds available were spent on butter and eggs, 
23 per cent on pork; flour and pork lard came next. Of fruit mainly 
oranges and grapefruit were designated as surplus food. From time 
to time commodities are added to or taken off the surplus list which 
in December 1939 included sixteen commodities. Since the summer 
of 1940 such changes may be carried out on a regional basis so that 
a regional surplus can be absorbed in a similar way as a large-scale 
national one. 

We may conclude from Table I, which shows a marked increase 
of family expenditure on agricultural products, that the two stamp 
system has succeeded where other plans have failed, in stimulating 
the consumption of additional quantities of surplus goods. If the 
plan is extended to another 4.5 millions in receipt of relief, so that 
$100 million out of customs and $100 million out of State grants 
would be spent, considerable quantities of surplus products will be 
absorbed. If, on the other hand, the American re-armament pro- 
gramme absorbs many of those now receiving relief, the scheme 
may decline in importance. Its scope, however, could be con- 
siderably increased by the inclusion of low income groups. Their 
exclusion actually tends to remove the incentive for accepting or 
even remaining in low-paid work which deprives workers of the 
benefits of the Food Stamp Plan. But an attempt, undertaken in 
Oklahoma, to include families with an income below $19.50 a week 
in the scheme, was strongly opposed as ‘socialism,’ ‘fascism,’ 
‘relief for non-reliefers,’ etc. The Chamber of Commerce feared 
increasing State interference in normal trade-channels, while those 
benefiting from the extension of the plan resented being counted in 
the same social category as ‘reliefers.” Even of reliefers entitled to 
receive blue stamps, one-quarter on the average do not use this 
opportunity. 

The Two-Stamp-Plan is not forced upon communities but intro- 
duced on application only. A guarantee must be given by the local 
authorities not to cut the cash payments due to reliefers who receive 
blue stamps and to bear the administrative costs of the plan, 
amounting to about $500 for 10,000 persons. The minimum and 
maximum limits ($1.0 and $1.50) for the purchase of orange stamps 
are adjusted to local conditions in such a way that in very poor 
communities blue stamps are distributed without orange stamps 
having been bought. These cases are, however, exceptional since the 
general obligation to acquire orange stamps is designed, as men- 
tioned above, to prevent purchasing power, released by the free 
issue of blue stamps, being shifted from food to other items. 


MERITS OF THE PLAN 


It is true that producers who would receive almost the total 
Government subsidy if they restricted production, and some 75 per 
cent of the subsidy if surpluses were directly distributed by the 
State to those in need, obtain under the Two-Stamp Plan only 45 
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per cent.! But under the latter system a rather stable price level is 
maintained while direct distribution tends to undermine prices of 
agricultural products, purchasing power being diverted by those 
benefiting from food grants to other fields of consumption. Al- 
though this tendency is considerably lessened in the Two-Stamp- 
Plan by the compulsory continuation of normal expenditure as a 
condition for the grant of surplus products, this loophole has to 
receive the constant attention of the S.M.A. On the other hand, the 
scheme, by removing the pressure of surplus supply on the market, 
favours price increases. Such a trend became especially marked in 
connection with possible Government purchases under the Lease- 
Lend to Britain programme, so that in March 1941 the S.M.A. 
decided in future to withhold information ongijs daily purchases of 
butter, lard, eggs, cheese and other surplus food products. Increased 
costs of distribution may be considered another disadvantage of the 
scheme. ; 

No doubt these tendencies, as far as they do not cancel each other, 
may jeopardize the scheme which, at the same time, is not safe from 
being misused by those benefiting from it. Many of those living 
near or below the subsistence level attempt, in spite of prohibitions, 
to exchange their blue stamps against cash instead of against 
commodities, thus defying the purpose for which they received the 
blue stamps. In March 1941 a plot was discovered to counterfeit 
food stamps, orange and blue, and sell them at a discount of 70 
per cent of their value to retailers who could pass them on as 
genuine stamps. The plot was discovered in time by the Treasury 
Secret Service, the printing and engraving equipment was confis- 
cated and the men responsible were arrested. But the possibility of 
fraud represents a constant danger to the Food Stamp Plan. It has 
been met by counter-measures which, so far, have proved efficient. 
Areas which administer the plan in an improper manner, e.g. 
introduce arbitrary conditions in selecting prospective stamp 
holders can be deprived of the distribution of surplus commodities. 
Anybody taking part in the scheme, including retailers and whole- 
salers, who infringes the regulations can be refused further partici- 
pation in the scheme. A more severe form of punishment may be 
inflicted by treating the misuse of the scheme, such as the raising 
of false claims, as a criminal offence.” 

Against these drawbacks must be set the advantages of the plan, 
which successfully improved the nourishment of low-income 
families and the turnover of the retail trade, thus absorbing com- 
modity surpluses without the opposition and even with the consent 
and support of the trades concerned. 

The voluntary basis and the adaptability to local conditions have 
largely contributed to the success of a scheme original in its con- 


1The other 55 per cent being used for administrative costs and for payment of the 
margin between producers costs and retail prices. 

* See S. Herman, The Food Stamp Plan, The Journal of Business of the University of - 
Chicago, October 1940—January 1941. 
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ception as well as in its execution. The surplus products are neither 
destroyed nor distributed to people in need without regard to their 
actual desires, nor does this distribution upset the normal market. 
By subsidizing the consumer instead of the producer the Govern- 
ment satisfies consumer, distributor and producer at the same time. 
Surplus products are absorbed by purchasing’ power being trans- 
ferred from the consumers of imported goods to the consumer of 
home production. 

Surplus products are distributed through normal trade channels 
without leading to a slump in prices and profits. The Two-Stamp- 
Plan, originating in the theory of price differentiation and dis- 
criminative marketing, thus represents a decisive step forward in the 
development of the economics of distribution, though final judg- 
ment must be postponed until more data are available and until 
general economic conditions have become more normal than in a 
world at war. 


APPLICATION TO GREAT BRITAIN 


The principles applied in the scheme could, with possibly similar 
success, be applied to problems of war-economy, such as rationing 
and food subsidies. These measures, in spite of the unequal distri- 
bution of purchasing power, are at present carried out according 
to the principle of price equalization, i.e. of prices equal in all 
markets, and are based on a theoretical equality of rations. But in 
practice those possessing sufficient purchasing power can buy high- 
priced unrationed goods while, on the other hand, rations are not 
being fully consumed by those with restricted means. Food subsidies 
are paid in such a way that those with high purchasing power profit 
to the same degree as the poorer classes. In order to improve these 
conditions special categories of buyers, say wives and children of 
members of the armed forces, evacuees, or low-paid workers in war 
industries, could receive special ‘dividend cards’ instead of ordinary 
ration cards, the stamps representing a bonus on their purchases, so 
that goods obtained by these stamps could be bought at reduced 
prices. The Ministry of Food would in future announce not only the 
quantity of the weekly ration of a commodity, but also the money 
value represented by the dividend stamps. While purchases on 
normal ration cards would be marked in the ration book, as prac- 
tised now, the quantity-value stamps of dividend cards would be 
cut and collected by retailers, as at the beginning of the rationing 
scheme, and redeemed by the Food Office, directly or via the 
wholesaler or bank. The additional costs involved would be of a 
comparatively small magnitude since subsidies now paid to pro- 
ducers and wholesalers would be used for financing the scheme. 
In Table II we give estimates of the cost of such a scheme according 
to the value of the ‘dividend’ and the number of persons benefiting. 
To these figures an allowance for administrative costs has to be 
added. Part of the dividend stamps could be used for important 
unrationed foods such as cocoa, vegetables or, if available, fruit. 


252 BULLETIN AND DIARY 


Taste II 
Estimate of Annual Expenditure on ‘Dividend’ Stamps 
: Annual cost with a weekly dividend of 


Number of persons 


benefiting 2|- 3/- 4/- 
£ million 
3,000,000 15.6 23.4 31.2 
5,000,000 26.0 39.0 52.0 
10,000,000 52.0 78.0 104.0 


By applying the principle of discriminative marketing in this 
way a more equal distribution of the food available and improved 
nourishment of large sections of the population could we peraney 

: oos. 


THE LOCATION OF HEAVY INDUSTRY IN THE U.S.S.R. 


In their Five-Year Plans for the reconstruction of the national 
economy the Soviet Government aimed in its industrial policy 
at achieving three main objectives. The first was to obtain the 
greatest possible increase in industrial production, especially in 
output of the heavy industries and the armament industry. 
Secondly the maximum degree of independence of imports, 
especially in engineering and armament industries, was sought. 
The third objective was to obtain a more rational location of 
industrial production within the territory: of the country, based 
on the proximity of industrial production to sources of raw mater- 
ials. New centres of industrial production were also created in 
undeveloped regions, with the aim of a more comprehensive 
development of the economy of these regions. For armaments 
the principal factor in location has been one of strategy. As will be 
seen below, these objectives were not independent of one another: 


in particular the aim of maximum production has conflicted with 
the policy of industrial location. 


INCREASES IN OUTPUT 


The fundamental importance of increasing industrial production 
in the U.S.S.R. for peace as well as war is obvious, and among the 
best indices of the tremendous progress already achieved are the 
figures for urban population, which rose from 26°3 million in 1926 
to 55°9 million in 1939. Over the same period agricultural popula- 
tion diminished slightly from 120-7 million to 1146 million.) The 
number of workers employed in large-scale industries rose from 2-9 
million in 1928 to 10-2 million in 1938, and in particular the number 
engaged in the engineering and metal-working industries (excluding 
armaments) rose from 548,000 to 2,800,000 in the same period. 


? These figures are taken from the censuses of population within the boundaries 
of the Soviet Union at the beginning of 1939. 
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There are figures for the value of the gross production of engineering 
and metal working industries, but these are expressed in terms of the 
value of the rouble in 1926-7. Owing to the enormous expansion of 
engineering since 1927 with the introduction of new types of output, 
such a method of valuation is likely to introduce considerable error. 
Nevertheless, the increase of the value of gross production in engin- 
eering and metal-working from 3°3 milliard roubles in 1929 to 
33°6 milliard roubles in 1938 (in terms of value of the rouble in 
1926-7) is remarkable. Between 1929 and 1938 gross production 
has increased more than twice as much as employment, i.e. pro- 
ductivity per man must have been doubled within ten years. Another 
index of industrial growth is given by the consumption of electric 
power by all industry and building, which rose from 3-4 milliard 
kilowatt hours in 1929 to 25-1 milliard kilowatt hours in 1938. 


NATIONAL SELF-SUFFICIENCY 

One of the principal contributory factors to the collapse of the 
Russian armies in the last war was the lack of armaments caused by 
the cutting off of essential imports. The Soviet Government aimed, 
therefore, at obviating the need for such imports and the results are 
very significant. Whereas in 1928 30-4 per cent of the total pro- 
duction of the engineering industry consumed in the U.S.S.R. was 
imported, in 1937 imports were only 0-9 per cent of total consump- 
tion. In 1928, 68-4 per cent of the total supply of cars was imported, 
but in 1937 imports of cars were completely stopped (home pro- 
duction of cars in the same period increased from 1,300 to 211,400). 

Similar results can be seen in the case of certain essential raw 
materials. In 1932 99-6 per cent of rubber consumed was imported 
and in 1937 only 23-9 per cent; in the same period the percentage 
of aluminium consumption imported fell from 92-9 to 4-9 per cent 
(internal production of aluminium rose from 7,000 tons in 1933 to 
59,900 tons in 1940). 45°5 per cent of copper consumed was 
imported in 1929 as against 40 per cent in 1937, in spite of a rise in 
internal consumption from 35,500 tons in 1929 to 99,800 tons in 
1937. (Production of copper in 1940 was 164,700 tons.) Between 1929 
and 1937 the percentage of lead consumed imported fell from 
88-5 per cent to 39-7 per cent, internal production increasing in 
this period from 6,000 tons to 55,000 tons. Zinc imports, which 
accounted for 92-2 per cent of consumption in 1929 had disappeared 
Pye A ate abit success of the Soviet Government in achieving 
self-sufficiency in the shortest possible time which is shown by the 
above figures, was, however, only made possible by increasing 
production in the old industrial and extractive areas and by a 
corresponding postponement of the transfer to the new industrial 


regions. 
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Tue Location oF INDUSTRY 

Note : The location of certain places referred to in the following paragraphs is 
a hort on the right bank of the middle Dnieper : Kuznetzk basin, Western 
Siberia: Kazakhstan. north and east of the Caspian Sea. The Turkmenskaia, 
Uzbek and Tadzhik S.S.R. are situatea east of the Caspian Sea, to the north of 
Afghanistan. 

We cannot enter here into a detailed description of the develop- 
ment of industrial production of the U.S.S.R. during recent years; 
we only wish to stress that the aim of achieving the greatest possible 
increase in industrial production has caused the Soviet Government 
to increase in the first place the production in the old industrial 
areas which were already important in pre-revolutionary Russia 
and which were the centre of the town and industrial population. 
Consequently in spite of the policy pursued of developing new 
centres of industrial production during recent years, the older 
regions have maintained their preponderance as producing areas. 
We give below a summary of the principal changes which have 
taken place in the location of industrial production during recent 
years. 


Coal Production 
million metric tons 

Principal Regions 1913 1929 1933 1938 1940 
Donetz-basin... ... aoe Be BOT 1-0 1 8o- — 
Kuznetzk basin 2 me ob Sam ats aah — 
Urals cea acc ph ate 1-2 2-1 4°2 8-1 — 
Moscow Area Oe 48% et OFF 1-3 3°8 7h — 
Eastern Siberia and Minusinsk 

basin ... ate Sek fly aR, 1*2 2:9 6-8 —_ 
Far East .:. Sie = pee Ons, ib 2°7 48 — 
Kazakhstan ee Be - LP sa — 1-2 4°4 _— 

Total U.S.S.R. fee nee 20-2 40°I 76-3 132-9 ©1646 


In spite of the enormous rise in the production of coal in the new 
regions, the old region Donetz Basin in 1938 accounted for 60-8 per 
cent of the total coal production of the country. In 1940 its propor- 
tion remained approximately the same. The new regions in the 
Kuznetzk Basin, and in Eastern Siberia, the Far East and Kazakh- 
stan combined now produce more than the production of the old 
regions of Russia in 1913. But it is clear that the loss of the Donetz 
Basin would be irreparable. 


Oil Production 
million metric tons 


Principal Regions... ‘ood ree 1Ols 1929 1933 1938 ~ 1940 
Baku ee 43 as ae ST 8-8 16-0 240 — 
Grozny... ae A cant SD 4°6 5:0 28 — 
Krasnodarskii Region... v2 1 O09 0°2 08 2°3 —_ 
Volga and Urals regions oo _ 0-04 153 —_ 
Kazakhstan are coe ONT 03 0-2 0-6 — 
Turkmenskaia S.S.R. —... Orr — 0-2 oo — 
Far Bast... =o ts oo 0-02 0°2 ae _> 
Uzbek and Tadzhik S.S.R. .-. 0°02 0-02 0:05 oe — 
Total U.S.S.R. aa Nee 6952 13°8 22°5 32-2 34°2 
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In all regions except Grozny Basin, production rose very consider- 
ably, but the Baku oilfields still supply 74-4 per cent of the total, 
Grozny Basin 8-6 per cent, and the remaining new regions only 17 
per cent of the total oil production of the country. Thus the Cauca- 
‘sian oilfields are decisive for the oil supply of the U.S.S.R. 


Tron Ore Production 
million metric tons 


Principal Regions... oe «a. 1913 1929 1933 1938 
Ukraine... ae = oe G'Ay 5°6 9:0 16°1 
Urals oo3 ots aa 35 N18 1°8 4°2 77 
Centre afi ae ai se 0°6 0'5 o-7 I*4 
Crimea... a a GOR oe BO*OO 0-3 08 
Siberia sc ~ oss ——— — 0-2 0-5 

Total U.S.S.R. be 9:2 8-0 14°4 26°5 


The same process was apparent here: increased production in all 
regions but with the Ukraine (Krivoi-rog Basin) maintaining its 
predominance, its output accounting for 60-6 per cent of the 
total production of the country while production in the Urals 
accounted for only 29-2 per cent. Thus the supply of iron ore is still 
mainly dependent on the Ukraine. 


Pig Iron Production 
million metric tons 


Principal Regions... 302 «=. 1913 1927/28 1932 1937 1940 
Ukraine... es os Arie 840) 2°4 3°9 8-8 —_ 
Urals ae oes oes ao8 | 30°9 o-7 1-2 2-6 — 
Siberia ae 553 se os —_ 0-3 15 — 
Centre and Volga regions es dO:2 0-2 0°4 1-2 — 
North Caucasus and Crimea... 0-2 0-03 0-4 0°4 — 
Total U.S.S.R. a : 4:2 3°3 6-2 14'5 149 ° 


In spite of the very considerable increase of production of pig iron 
in the new regions, production in the Ukraine amounted to 60-7 
per cent of total production in 1937, and is about the same at the 
present time. Production in the Urals represented 18-2 per cent, in 
Siberia 10-2 per cent, in Central and Volga district 8-4 per cent of 
the total. The position is the same in regard to steel production. . 


Steel Production 
million metric tons 


Principal Regions... Ag ... 1913 1927/28 1932 1937 1940 
Ukraine ait an SS 2°4 GieN 85 —- 
Urals — 0-9 ree 3°5 — 
Centre _— 06 0-7 Q°1 _ 
Volga regions . _ 0-2 O75 122 — 
Siberia eee ah ae —_ —_— 0:05 16 — 
North Caucasus and Crimea. —_ 0°09 0°4 08 — 
Total U.S.S.R. oe ela 3 4:2 59 17°7 18-4 


As is evident from the foregoing tables approximately 60 per cent 
of the total output of coal, iron ore, pig iron and steel is still pro- 
duced in the Ukraine, in the regions on the left and right banks of 
the central Dnieper, and between the Dnieper and the Don. The 
loss of these districts in the event of a German occupation would 
hamper to a very great degree the total industrial production of the 


country. 
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In the engineering industry the traditional location of industrial 
production in general has remained unchanged. This was mainly 
due to the concentration of skilled labour in the former centres of the 
Russian engineering industry in the Moscow area, Leningrad, Khar- 
kov and the Donetz Basin. The Soviet Government has pursued the 
policy of building a new engineering industry in the Urals, the Volga 
district and to a certain extent in Siberia, but it only succeeded in 
concentrating in these new regions production mostly of armaments 
and agricultural machinery (tractors, combines, etc.). The chief 
engineering industry, however, is still mainly concentrated in the old 
established industrial areas. Moscow, Leningrad and Kharkov re- 
main the principal centres for the production of precision machinery, 
of automatic equipment, heavy and light equipment for factories, 
radio and photographic apparatus, Diesel engines, etc. 

The loss of Moscow, Leningrad and Kharkov would thus be fatal 
to the engineering industry of the U.S.S.R., since more than 80 per 
cent of the total production of the enginecring industry of the 
country depends upon the supply of machinery and equipment 
from these three main centres together with the engineering industry 
of the Donetz Basin. var 

Fortunately all the regions which up till now have been the 
theatre of war are completely unimportant from the point of view 
of the heavy industry of the country. In these regions there are only 
a few minor factories of heavy industry, some light industries and 
timber industries. Even Kiev and Odessa are not very important 
from the point of view of heavy industrial production. It is true 
that there are in Kiev two very important factories for boat building, 
and for making machinery for the chemical industry and also many 
small factories producing tractor parts, building equipment, boot- 
and shoe-making machinery, precision machinery and so on, but the 
loss of these industries would be of not very great significance for the 
country as a whole. The same: is true of Odessa, where there are 
many small engineering works which are not of national significance. 

Consequently it is very important for the U.S.S.R. to prevent 
the loss of the iron ore deposits in Krivoi-rog, the iron and steel 
industry, the coal and engineering industries and that part of the 
aluminium production between the left bank of the Dnieper and the 
Don, because this would entail the loss of about 60 per cent of the 
supply of raw materials for the whole engineering industry of the 
country. The U.S.S.R. cannot afford to lose these regions without 
reducing the industrial capacity of the country to the level of 1913. 
The loss of these regions, together with that of the Moscow and 
Leningrad districts, would mean that Soviet Russia would only be 
able to continue to use the productive capacity of the armaments 
and engineering industries, which are ccncentrated in the more 
distant regions, if means could be found of importing substantial 
quantities of materials from abroad. 


ALEXANDER BAYKOV. 
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DIARY 
FOREIGN EXCHANGE 


On July 26th the House of Commons passed the Financial 
Powers (U.S.A. Securities) Bill providing for the proposed loan by 
the Reconstruction Finance Corporation of $425 million. The 
arrangement appears to be that $100 million a month will be made 
available, dependent on collateral security. The latter is provided 
by a deposit of $500 million composed as follows: $200 million of 
listed saleable investments, $115 million unlisted direct investments, 
and $180 million of share capital of British-owned insurance com- 
panies in the U.S. In addition, the earnings of branches of British 
insurance companies in America are pledged in favour of the 
Reconstruction Finance Corporation. This is expected to yield $36 
million per annum to meet interest and amortisation over 15 years. 

The loan is obviously an important contribution to the solution of . 
the problem of making payments for dollar contracts entered into 
before the Lease and Lend arrangement was made. Under the new 
arrangement control and management of the securities remains in 
British hands. The recurrent problem of mobilizing dollar assets is 
largely solved, while the disposal of direct investments such as that 
of the American subsidiary of Courtauld’s will be avoided. The loan 
does not, apparently, completely fill the gap between outstanding 
commitments and current earnings plus available resources, but the 
gap is very much reduced. 


LABOUR FOR WaAR-WorRK 


The Ministry of Labour and National Service has announced 
that six more age-groups of women and three more of older men 
will be required to register by the end of this year, and the dates of 
registration have been announced. By the end of the year all women 
born later than 1909 and all men (over military age) born later than 
1894 will have been registered; this means, with the already 
announced registration of women on August 2nd, approximately 
another 3,000,000 persons. The Ministry states that the age-groups 
already dealt with have not produced anything like the required 
man and woman power. Thus of the 595,000 men registered in the 
1898, 1899, 1900 classes about 100,000 were selected for interview; 
40,000 were already engaged on national work and of the remainder 
11,500 have been placed on the national work register or transferred. 
That is to say, of the original 600,000 only 2 per cent have been, or 
appear to be likely to be, transferred. Again, in the 1920 to 1917 
classes of women there were 1,233,000 registered and half of these 
were found not to be engaged on work of urgent national import- 
ance. Up to the end of June 196,000 had been interviewed, and 
50,000 were placed on the national work register or transferred, i.e. 
under 5 per cent of the number registered. Of those interviewed 
only 25 per cent were in fact available for transfer. ' 

Referring to the inadequacy of the results from the registration 
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of older men (and in view of the figures‘above the comment is also- 
‘relevant to women) the Ministry state that much more drastic 
action may be necessary. Even more men and women besides the 
classes scheduled for 1941 may have to register. It is suggested that 
the ‘drastic action’ may also include a severe revision of the Schedule 
of Reserved Occupations and the further concentration of industry. 
Some official figures were recently given for the release of labour 
between March and July due to the concentration of industry. 
From an estimated labour force of 700-750,000 in March 110,000 
workers, i.e. about 15 per cent, have been released or are being 
made available. Figures were also given for certain industries and in 
two cases, cotton and hosiery, they can be compared with estimates 
made in this Bulletin based on the Limitation of Supplies Orders. 


Official Figures Bulletin Estimate 
No. employed No. No. employed No. 
before released before released 
concentration ; concentration 
Hosiery... the 95,000 20-25,000 89,000 30-40,000 
Cotton industry 250,000 50,000 300,000 75-100,000 


The Limitation Order was recently relaxed slightly in the case 
of hosiery; but it does appear that the results so far achieved are 
not as great as could be expected from the cut in the supplies of 
materials. The President of the Board of Trade claimed that 70 per 
cent of the concentration plan was covered by voluntary arrange- 
ment and that he would complete it by nominating nucleus firms 
himself. It is difficult to form a balanced judgment in view of the 
lack of detailed information, but it appears that better results 
would have been obtained if a more radical scheme for concen- 
tration had in fact been adopted. 

The vast task of mobilizing labour for war production cannot be 
tackled piecemeal, nor by half measures. People will move willingly 
enough if wages and conditions are as good, or better, than in their 
present ‘occupations. Employers will not resist concentration, or 
other interference, if the burden is fairly borne by all the firms in any 
industry and not by certain individual ones.’ Most of the absentee- 
ism among women workers will disappear if supplies of food and 
other essentials are guaranteed by rationing. There are many other 
details of this complex picture. But it must be looked at as a whole; 
a situation has now been reached where very often an attempted 


solution of a particular problem merely creates or aggravates 
another. 


AMENDMENTS TO THE EssENTIAL WorKsS ORDER 


About three million men and women, or about one third of the 
insured workpeople of this country engaged in manufacturing and 
mining, are working in industries or firms scheduled under the Essen- 
tial Works Order. They are subject to stricter control and sterner 
action (under the stipulations of the Order) than are other members 
of the community. This new instrument of imposing special con- 
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‘ditions on workers in essential industries has recently (19.7.1941) 
been sharpened by what the Financial News calls ‘concessions to 
employers’ criticism of the Order.’ The ‘concessions’ consist in this: 
(1) Employers may suspend workers without pay up to a limit of 
three days on disciplinary grounds, and without previous per- 
mission from the National Service Officer, (2) Workers can be 
reported ‘for failure to comply with lawful and reasonable orders, 
including orders as to working on day or night work and a reason- 
able amount of overtime’ as well as for lateness and absenteeism. 
‘The ‘Fact Service’ of the Labour Research Department comments 
on this as follows: “This drastic measure means that the National 
Service Officer can order a worker, on pain of imprisonment or 
heavy fine, to work on any shift, to do “‘reasonable’’ overtime (no 
definition of ‘‘reasonable”’ is laid down) or to comply withany other 
“awful and reasonable”’ order that the management may see fit to 
make. The fact that there is no effective democratic check on the 
decisions of the National Service Officer makes this provision 
extremely dangerous. . . .’ 

The scheme may work in practice better than this comment 
suggests but it is noteworthy that a few months after the drafting 
of the original Order it has been necessary to strengthen the 
elements of compulsion in the Order and to give employers wider 
discretion in handling the execution of the Order without improving 
the machinery of Appeal Boards and without giving National Ser- 
vice Officers a wider control over the conduct of the firm as a whole. 
The view of the Select Committee on National Expenditure that the 
operation of the Essential Works Order scheme should be carefully 
studied before it was extended, might well apply to such amendments 
which might do harm to voluntary co-operation. 


Japan’s Growinc Hoip on Frencu INDo-CHINA 


The new treaty concluded between Vichy France and Japan 
concerning French Indo-China represents only a further step 
in Japan’s conquest of France’s largest and most important overseas 
possession (area: 285,000 square miles, population: 23 million). 
Japan is now entitled to occupy strategically and commercially 
important ports and other places; this French colony is thus being 
more and more transformed into a Japanese dependency. 

Before Vichy’s surrender in June 1940 large quantities of war 
material reached the Chinese forces through Indo-China via the 
Yunnan railway. According to Japanese sources 70 per cent of all 
munitions reaching China arrived by this route. In addition finan- 
cial assistance was given to the construction of railways on Chinese 
territory. After the armistice with Germany, however, France 
promised to cease all aid to China. Vichy allowed Japan to send 
military observers to all important points in Indo-China to see 
that this obligation was adhered to. On March 11th, 1941, through 
Japanese ‘mediation,’ Indo-China had to cede to Thailand large 
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territories, rich in hard wood, coal, minerals, cotton, tobacco and 
hemp. 

‘In May 1941 an economic treaty was concluded between Japan 
and Indo-China, whereby both agreed to mutual most favoured 
nation treatment. In addition Japan’s principal products were to be 
granted exemption from or reduction of the existing minimum 
customs tariff. In exchange Indo-China’s principal products would 

- also be treated more favourably by the Japanese customs. Indo- 
China undertook to increase her exports to Japan, especially of rice, 
maize, coal and minerals, and to import more Japanese textiles 
and other manufactured articles, payment to be based on the barter 
principle. Agreement was further reached on the admission to 
Indo-China of Japanese commercial firms, on the participation of 
Japanese capital in agricultural, mining and hydraulic concessions, 
and on the establishment of Japanese schools. 

As a result of this treaty Japan, whose imports from Indo-China 
more than doubled between 1934 (10°6 million yen) and 1939 (26.7 
million yen), will increasingly become the leading market for Indo- 
China’s main exports. In case of economic sanctions by the Allies 
and U.S.A., Japan could, for instance, satisfy her rubber require- 
ments largely from Indo-China, the world’s third biggest exporter 
of rubber. While. Japan in 1938 imported (from all sources) 47,000 
tons of rubber, Indo-China exported 55,000 tons in 1938 and 69,000 
tons in 1939 (mainly to U.S.A., France, and British Malaya)? their 
value representing about one-quarter of total exports. 

Up to the outbreak of war Indo-China’s chief product, rice—she 
produced in recent years about 4-0 million tons? and exported 1-4 
million tons—accounted for 40 per cent of the total value of exports 
and was absorbed mainly by France (55 per cent),:the French 
colonies (20 per cent), China (10 per cent), and Hongkong (7 per 
cent). The fact that Japan demanded in the trade treaty general 
facilities to be granted for the payment of imported rice suggests 
that she is absorbing an increasing proportion of Indo-China’s rice 
exports. If she uses her influence to boycott exports to China, that 
country will lose an important source of rice, since out of 400,000 
metric tons of imported rice she received over 100,000 tons from 
Indo-China, and 185,000 tons from Thailand. Abundant quantities 
of maize, ranking third in Indo-China’s exports, and shipped, 
before the outbreak of war, almost exclusively to France (1936- 
1938 annual average 520,000 tons), can now also be claimed by 
Japan, whose total maize imports, from unknown origin, amounted 
in 1936-1938 annually to 290,000 tons. 

In view of the importance of rice in the national economies of 
China, Indo-China and Japan, and the value of rubber for Japan’s 
war requirements, the economic and military invasion of Indo- 
China by Japan should, even without further aggressive steps in 
the Pacific, considerably change the balance of economic power in 
the Far East. The freezing of Japanese funds by member states of 

1 Malayan imports are re-exported. * In terms of cleaned rice. 
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the British Empire and the U.S.A. will hardly be sufficient as-a 
counter-measure if not followed by a system of embargoes compris- 
ing all potential exporters to Japan and all material for war pur- 
poses, especially oil. The present licensing system allowing for 
export decisions to vary according to political and economic 
considerations of each country concerned, may annoy Japan but will 
not prevent her from obtaining vital material. 


New ZEALAND’s BUDGET 


In the last financial year (ending March 31st, 1941) New 
Zealand’s war expenditure amounted to £NZ 36 million! of which 
£NZ 17-5 million were spent at home, the rest overseas. An amount 
approximately corresponding to the war expenditure at home was 
covered by war taxation ({NZ 17 million), so that there was no 
expansionary effect on account of borrowing at home for war 
purposes; public works were cut down from £NZ 19 million to 
£NZ 15 million; there was, however, some expansionary effect on 
account of the increase in the export balance, which amounted to 
£NZ 18-6 million in 1940-41, as compared with {NZ 11.3 million 
in 1939-49. On consolidated revenue account there was a surplus 
of £NZ 1-7 million, with a revenue of £NZ 40-4 million. 

The Budget for 1941-42, introduced in July, proposes war 
expenditure of £NZ 69-7 million (Army £NZ 50 million, Air 
Force £NZ 9-9 million, Navy £NZ 4:2 million, repayment to U.K. 
£NZ 5:6 million). This is in addition to ordinary expenditure on 
consolidated Revenue Account, loan expenditure on public works 
of about £NZ 13 million, and social security benefits. Total receipts 
(excluding social security taxation) are estimated at {NZ 71 
million, as compared with £NZ 57 million in the preceding year. 
No new taxation is introduced in this Budget, and the increase in 
receipts is obviously due to the fact that a full year’s receipts of the 
war taxation will come in for the first time in 1941-42. The war 
expenditure of NZ £70 million thus appears to be covered to the 
extent of about £NZ 30 million by taxation. War loans of £NZ 10 
million are to be raised in New Zealand. The remaining £NZ 30 
million will presumably for a great part be covered by borrowing 
abroad. 

As the internal borrowing for war purposes is on a small scale, and 
the export surplus is declining, the expansionary effect on demand 
will probably be small. There is, therefore, little danger of inflation- 
ary tendencies, although the labour force of the country is fairly 
fully occupied. 70,000 men have been withdrawn into the armed 
forces since the beginning of the war (conscription for the army was 
introduced in 1940 for unmarried men, and is to be extended to 
married men this year). Industrial labour is scarce, and hours of 
work were in many lines extended; in ammunition and woollen 
industries shift work was introduced. The rise of 6-2 per cent in the 
cost of living from August 1939 to March 1941, is mainly due to the 

1£NZ125=£Stg10o. 
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rise in import prices. Nominal wage rates (male workers) have risen 
almost in the same proportion—by 5°8 per cent—in the same 
period. The government announced their intention to subsidize 
bread, sugar and coal, with the object of preventing further rises 
in the cost of living. Another measure to mitigate the impact of the 
war on lower paid wage earners is the extension of family allow- 
ances. They were originally introduced in 1927 for families with 
more than two children; the rate of allowance per week was fixed 
in 1938 at 4s. and the maximum income per week of the family who 
can claim it at £NZ5. The allowance was later extended to the 
second child and is now to be extended to all children below 16 
years (subject to the restriction of the maximum family income). 


ERRATUM 
BuLteETIN, Volume 3, No. 9, page 197. 
The figure in the second row, fifth column, should read 1,154 and 
not 1,514. ‘ 


